New Jersey Sustainable Energy Joint Meeting 
(NJ SEM)


TO:

ALL SEM MEMBERS


FROM:
RICHARD A. BROOK, CHAIRMAN


DATE:

JANUARY 10, 2011


RE:

SEM REPORT – NATURAL GAS AUCTION









The New Jersey Sustainable Energy Joint Meeting (NJSEM) is presently going out to bid for natural gas for a new contract that will start on April 1, 2011. The SEM is going out to bid for prices on a 12 month and 24 month contract. By pooling our collective natural gas and electricity usage, the SEM’s goal is to achieve price stability and lower utility costs for all members.  


As you may be aware, it is easier to achieve price stability and lower costs with an electricity auction because of the way electricity pricing is done in the State of New Jersey. The SEM achieved not only price stability in its first electricity auction, but also a noticeable savings for its members. With respect to natural gas, my colleagues and I on the SEM are sometimes asked if natural gas can produce the same price certainly. This is a very good question, and one SEM members appropriately ask on behalf of their municipality or utility. As a township administrator, let me answer this the way I approach the budget each year for my municipality. 


We all face incredible pressures preparing our respective budgets. Every year just like you, I seek out ways to stabilize and contain costs. Along with these efforts, we work to reduce operating expenses and improve efficiency. Whenever I can cap the price the township has to pay for a product that fluctuates and create price stability, I do so.  In essence, this is what the SEM does with the natural gas bid. Under the current system of buying natural gas from one of the utility companies in the state, the cost of natural gas fluctuates all the time. It never remains at one single level. That is because natural gas is a commodity bought and sold on the open market, and its cost per dekatherm (Dth) is always in motion (up and down). Therefore, as part of the bidding process, the SEM establishes a cap number per dekatherm (Dth) so we can guarantee ourselves that there is a ceiling (per dekatherm) that cannot be exceeded during the term of the contract. This creates price certainty for a product like natural gas where the cost changes almost every day. In essence, we have capped our natural gas costs or exposure against any increases. 


I have been asked if a township isn’t better off just staying with their public utility provider and taking their chances that natural gas will go down instead of up. This is a question that each member has to ask themselves. From my perspective, the SEM as part of the bidding process will achieve cost stability for natural gas and a protection against market forces that we do not control. It is possible that natural gas prices can drop and stay beneath the strike price established by the SEM. However, it is also just as likely that natural gas prices will rise (just like fuel costs for vehicles) and we are left to pay whatever the market will set. It is this type of cost uncertainty that I try to eliminate as much as possible, and the SEM achieves the same result with its natural gas bid. 

